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Honduras: Key Economic Indicators 


All figures in millions of U.S. dollars Exchange rate as of June 1983 
unless otherwise stated. US$1.00 = 2.00 Lempiras (Since 1931) 


1980 1981 1982 % Change 
ITEM (Final) (Final) (Prelim) 1982/1981 


ECONOMIC GROWTH : 

GDP at Current Prices 2,488 2,632 2,801 6.0% 
GDP at Constant 1966 Prices 1,033 1,038 1,027 -1.1% 
Population (1,000) (mid-year) 3,816 3,966 4,129 3.9% 


GOVERNMENT FINANCE: 
Central Government Budget 
Current Revenues 379.1 385 3.9% 
Current Expenditures 367 429.2 7.8% 
Capital Expenditures 217.8 195 7.8% 
Deficit 193.1 227 + -11.1 
Puodlic Sector Debt Outstanding 1370 1809.8 5.8% 
Domestic Debt 299 490.8 18.0% 
External Debt (including guarantees 
assumed by the government) 1071 1319 1.2% 
Public Sector Debt as % of Current GDP 55% 64.6% -0.2% 


MONEY AND PRICES: (As of December 31 each year) 

Money Supply 302.3 349.7 9.7% 
Bank Deposits 473.3 629.6 18.3% 
Consumer Price Index (1978 - 100) 132.4 158.4 9.4% 


BALANCE OF PAYMENTS 
Net International Reserves 
(Consolidated Banking System) 62.4 -9.9 -98.4 
Net International Reserves (Central Bank) 117.3 10.6 -74.6 
Current Account Balance -316.8 -302.7 -218.8 27.7% 
Debt Service Ratio (private and public sector 
debt service as % export of goods & services) 20.0% 25.1% 28.6% 3.5% 
Total Exports Goods and Services 967.4 903.2 791 -12.4% 
Exports of Goods to the U.S. (F.0.B) 419.1 408.7 349.1 -14.6% 
Total Exports by Product Category: 
Bananas 227.9 213.3 218.3 2.3% 
Coffee 204.1 172.9 153.1 -11.4% 
Lumber 36.2 43.2 44.7 3.4% 
Refrigerated Meat 60.9 46.5 33.7 -25.5% 
Metals 55 36.4 30.5 -16.2% 
Sugar 29.4 46.5 24.5 -47.3% 
Total Imports (C.I.F.) Goods & Services 1,305.8 1233.4 1033.1 -19.4% 
Imports of Goods (C.I.F.) from U.S. 426 389.1 273.5 -42.3% 
Petroleum Imports 171.1 163.2 170.0 4.0% 
Trade with CACM 
Exports (F.0.B.) 84 65.8 49.8 -24.3% 
Imports (C.I.F.) 103 118.1 85.2 -27.9 


Capital Account: Net Inflows 281.6 277.9 114.8 -58.7% 
SOURCE: Central Bank of Honduras. 





SUMMARY 


The sharp economic downturn Honduras has suffered since mid-1980 continued 
during 1982 and into mid-1983. Little improvement is expected in the near 
term. Real growth in the Gross Domestic Product (GDP) last year turned 
negative to minus 1.1 percent. When one considers the country's rapid 
population growth rate -- which reached 3.9 percent last year -- this 
represents a significant decline in the standard of living. At current 
prices, overall GDP growth was up 6.0 percent reaching $2.801 billion. A 
sharp drop in the principal engines of growth -- imports and exports -- for 
the second year in a row was the main reason for the decline. Other factors 
were the continuing severe shortage of foreign credit, high petroleum costs, 
and lack of investor confidence. The inflationary trend remained moderate 
with the Consumer Price Index (CPI) advancing 9.4 percent, the same rate as 
in the previous year. 


Both imports and exports declined markedly in current dollar value last 
year. Imports of goods and services were off 19.4 percent to $1033.1 
million, while exports dropped 12.4 percent to $791 million. Particularly 
significant were sharp reductions in the import of machinery and equipment, 
manufactures, chemical products, consumer goods, and food, while petroleum 
showed a slight increase. In this import dependent economy this was a key 
factor leading to a substantial underutilization of productive capacity. A 
five tier exchange control system was implemented in 1982 to allocate scarce 
foreign exchange. Foreign ‘debt payments and petroleum are in the highest 
catagories; consumer goods are in the lowest catagory. Coffee income 
declined by almost $20 million and sugar exports fell dramatically by $22 
million. Refrigerated meat and metals were also off sharply for the second 
year in a row. Bananas, Honduras’ largest export item, rose slightly by 2.3 
percent to $218.3 million or almost one-third of all exports. The balance 
of payments current account deficit narrowed from $-302.7 million in 1981 to 
$-218.8 million in 1982 mainly as a result of the dropoff in imports. 
However, net capital inflows were down from $277.9 million in 1981 to $114.8 
million in 1982. The bulk of this drop came from the private sector account 
which was down by $50.2 million to a minus $17.5 million. Net official 
reserves of the Central Bank turned negative, falling $88.5 million to minus 
$74.6 million. 


Currently, the credit shortage results mainly from cutbacks in lending by 
international commercial banks; domestic liquidity has increased somewhat in 
the absence of foreign exchange for imports. As is the case with other 
Central American countries Honduras has experienced a net decapitalization 
in recent years. During 1982 more capital actually left Honduras to pay 
back previous loans than was taken in for new loans. In the last three 
years reductions in suppliers credits, direct foreign investment and capital 
flight have contributed to this process. Net capital inflows for 
development projects also fell in 1982 due to implementation delays. 


The Government of Honduras (GOH) is currently arranging the rescheduling of 
the foreign obligations of the Honduran National Investment Corporation 
(CONADI) and certain other semi-autonomous governmental institutions and 





private sector entities. Only $121 million of Honduras’ estimated $1.5 
billion external public sector debt is subject to rescheduling; the GOH is 
current on the balance. Payment of these government-guaranteed debts, 
arranged under the previous administrations, has fallen to the GOH 
representing a further cash drain on its already strapped budget. Another 
factor exacerbating the credit squeeze has been the large fiscal deficits 
the GOH has run in the last three years. The deficits have been financed 
internally, diverting credit away from the private sector. 


Despite declines in international lending rates and increased domestic 
liquidity, when loan money has been available, interest rates have remained 
high -- usually at the 19 percent ceiling. As a result of this factor and 
the scarcity of imported imputs, investment has fallen off sharply. Private 
sector capital formation declined at a rate of 3.2 percent in real terms in 
1982. 


The outlook for an improved economic picture in Honduras in 1983 is not 
bright. The real growth rate is expected to be flat or even negative. 
Exports are expected to be at the same levels due to either low prices, 
reflecting reduced demand for the country's tropical commodities, or 
restrictive quotas for coffee and sugar. The continuing lack of foreign 
exchange allows for little growth in imports which impacts negatively on 
overall economic activity. Financing for new investments remains in short 
supply. Moreover, political uncertainties emanating from unrest in El 
Salvador, Guatemala, and Nicaragua continue to have a dampening effect on 
business activity. The gap is being partially closed by increased 
disbursements of extraordinary foreign assistance from U.S. Economic Support 
Funds and other sources. As the economies of Honduras’ trading partners 
recover from the world recession, the outlook here should begin to improve. 


The Suazo Administration has set restoring health to the economy among its 
top priorities. The cornerstone of the Suazo economic program is the 
Stand-By arrangement concluded with the International Monetary Fund in 
November 1982. The Stand-By centers on fiscal policy; its principal goals 
are closing a wide budget gap and putting state entities ona 
self-sufficient basis. The GOH has remained in compliance with the 
arrangement's targets and has made the first three of five scheduled 
drawings. A new arrangement for 1984 is under discussion; final 
consulations will take place in August or September. Suazo has continued to 
assert that he regards the private sector as the principal channel of 
development and that his administration will foster the best possible 
environment for domestic and private investment. A new export incentives 
law is under consideration and the GOH initiated Bilateral Investment Treaty 
negotiations with the United States in January 1983. The idea behind the 
GOH strategy is that when recovery from the current recession -- which in 
Honduras largely results from exogenous factors and mistakes by previous 
recimes -- eventually occurs, this course will put Honduras in a better 
position to benefit from the improvement. However in view of the domestic 
and international economic environment Suazo has faced thus far, it is 
difficult to translate this positive climate into tangible accomplishments. 





CURRENT ECONOMIC SITUATION AND TRENDS 


1. NATIONAL ACCOUNTS, MONEY, CREDIT AND PRICES 


Every sector of productive activity, except agriculture, registered a 
decline in real growth in 1982 from already depressed 1981 levels. Overall 
1982 GDP growth is estimated at 6.0 percent in current prices adjusted to 
minus 1.1 percent in constant 1966 prices. The total value of goods and 
services produced is estimated at $2.801 billion. The agricultural sector, 
which includes forestry and fishing, recorded an increase in real growth of 
1.1 percent in 1982, contributing $690.5 million (25 percent of the total) 
to GDP. This slight improvement over the 0.9 percent real growth figure for 
1981 mainly reflects another abundant basic grains crop. The industrial 
sector's contribution (15 percent of GDP) was $410 million, declining 1.3 
percent in real terms. Other sectors, including transportation, commerce, 
banking, and mining, also declined in real terms. Construction activity in 
1982 was minus 4.2 percent in real terms, a smaller decline than the 7.8 
percent decline registered in 1981. Real private sector capital formation 
was minus 3.2 percent; real private consumption was off by minus 1.2 percent. 


Growth in the money supply (currency plus demand deposits) in 1982 was 
modest at 9.7 percent. However, this was over twice the rate of growth 
recorded in 1981. Quasi-money (time, savings and other deposits) rose 
dramatically by 18.3 percent, well over the 7.9 percent increase recorded in 
1981. The increase in quasi-money reflects the scarcity of foreign exchange 
for imports among other factors. The combined rate of growth for money and 
quasi-money stood at 16.2 percent, exceeding the 7.5 percent rise recorded 
in 1981. Overall domestic credit’ grew by 10.4 percent, virtually unchanged 
from 1981. Public sector credit, which amounts to 20.7 percent of all 
internal credit, grew 10.9 percent in 1982, a much lower rate than the 
previous year's 22.6 percent. Private sector credit grew just slightly more 
slowly at 10.3 percent. 


The pace of inflation continued to be moderate. From December 31, 1981 to 
December 31, 1982 the CPI advanced 9.4 percent, the same rate of advance 
recorded in 1981. Food costs advanced only 6.7 percent during that period 
compared with 7.3 percent a year earlier mainly as a result of another 
bumper basic grains (corn, beans and rice) crop -- the largest element of 
the food category. Housing and transportation both registered lower price 
increases, 6.6 and 7.2 percent respectively, in 1982 than 1981. Clothing 
and personal care costs recorded increases of 19.9 and 14.4 percent’ 
respectively, reflecting shortages of imported consumer goods. Health care 
was up by 11.5 percent. The CPI advanced at a 10.6 percent annual pace 
during the first five months of 1983. 


2. BALANCE OF TRADE AND PAYMENTS 


Honduras' external position continued to deteriorate in 1982. The overall 
dollar value of both exports and imports declined during 1982 -- exports 
were off 12.4 percent, while imports dropped markedly by 19.4 percent. For 
the first time in recent years the merchandise trade balance was almost in 
equilibrium. The current account deficit, which had reached a record level 





of $-316.8 million in 1980, narrowed to $-302.7 million in 1981 and $-218.8 
million in 1982 due to the fall off in imports. Capital inflows declined by 
$.163.1 million to $114.8 million. The Central Bank's net international 
reserve position dropped $85.2 million to minus $74.6 million. 


Most of the country's principal export products recorded a falloff in 
earnings for the second year in a row in 1982. Bananas, Honduras’ number 
one foreign exchange earner (33 percent of the total), were $218.3 million 
an increase of 2.3 percent over 1981. Although world banana prices in the 
first half of 1983 have been strong, anticipated earnings for the year are 
expected to be lower than in 1982 due to wind damage sustained by the 
Honduran crop in March. Coffee output rose to record levels, but receipts 
fell 11.4 percent to $153.1 million (23 percent of the total) due to low 
world prices and restrictive International Coffee Organization quota 
levels. Meat income declined 25.5 percent to $33.7 million (about half of 
1980 exports) in the face of weak demand. After a bonanza year in 1981 
(reflecting contracts sold forward in 1980), sugar exports toppled 47.3 
percent to just $24.5 million. This was primarily due to the depressed 
world market, but also to the implementation of a U.S. sugar quota in May. 
Earnings in 1983 are expected to be higher due to improvement in the world 
price and the doubling by the U.S. of Honduras’ sugar quota, effective 
October 1983. Lumber exports rose 3.4 percent to $44.7 million in 1982 and 
are expected to continue climbing as production increases. Metals suffered 
a decline for the second year in a row due to low prices. Seafood products 
(shrimps and lobsters) have emerged as an important Honduran export in 
recent years. For 1982 earnings were $28.0 million, up 6.6 percent from 
1981. Tobacco registered a decline of 19.2 percent to $10.8 million, but 
cigars were up by 18.3 percent to $5.7 million. Exports to Central America 
(6.3 percent of the total) fell 24.3 percent. 


Growth in a wide range of "non-traditional" exports was stagnant for the 
second year in a row although some individual products evidenced dramatic 
growth. This category, which encompasses such products as light 
manufactures, ornamental plants, melons, pineapples, cucumbers, and other 
fruits and vegetables, is a key to Honduras’ future because it offers far 
greater possibilities for growth than traditional commodity exports. Melon 
exports tripled during the 1982-83 season, pineapple shipments increased by 
24 percent and cucumber sales abroad also rose dramatically. The one-way 
free trade zone feature of the Caribbean Basin Initiative recently passed by 
the U.S. Congress provides an especially promising opportunity to Honduras 
for further developing this area. 


Imports of goods and services declined from $1.233 billion to $1.033 billion 
last year. Generally, restraint in foreign purchases in recessionary times 
might appear to be good news. However, in a growing economy such as 
Honduras where 59 percent of imports are capital equipment, raw materials 
and intermediate goods, and only 17 percent are consumer items (the other 24 
percent is petroleum; typically the ratio between the latter two categories 
is reverse), the ability to finance imports is an important engine of 
development. The motor is clearly sputtering; there is substantial 
underutilization of productive capacity as a result of a lack of raw 
materials. Also, one of the reasons investment is down is lack of foreign 





exchange to purchase new equipment. Petroleum imports at $170 million, 
emerged as the largest component of the import bill. Machinery and 
transportation equipment slipped sharply from $248 million to $137 million. 
Manufactures also declined steeply from $206 million to $154 million. Ona 
positive note, food imports declined 24.5 percent in 1982 to just $58.3 
million, continuing a two year trend. 


The substantial increase in petroleum costs as a percentage of total imports 
since 1979, with no real increase in consumption, continues to severely hurt 
the Honduran economy. Some relief for the balance-of-payments 
disequilibrium is now coming from the Mexican/Venezuelan Petroleum Facility, 
providing for concessionary financing of 30 percent of purchases. However, 
Honduras did not take advantage of this break until September 1982 because 
price and refining arrangements had not been worked out. An agreement was 
finally reached with the Texaco refinery providing for up to two thirds of 
Honduras petroleum needs to be supplied from Venezuela under the facility. 
Only an occasional shipment comes from Mexico. The balance is covered by 
the import of refined products. The recent softening in world petroleum 
prices is expected to save Honduras at least $15 million in 1983. A popular 
way of expressing the impact of petroleum price increases here is noting 
that in 1972, 3 pounds of coffee or 57 pounds of bananas bought a barrel of 
oil. The same barrel now buys 25 pounds of coffee or 235 pounds of bananas. 


The decline in capital inflows from $277.9 million to $114.8 million was 
certainly one of the principal factors in the 1982 balance of payments 
situation. The private sector account was especially hard hit falling from 
$50.2 million to minus $17.5 million excluding short term transactions, In 


other words, more capital flowed out of the private sector to repay external 
debt than was received in external credit. Public sector inflows declined 
from $129.2 million to $112.6 million mainly as a result of delays in 
implementation of major projects. 


To stem the tide, the Central Bank since December 1980 has imposed 
increasingly stronger exchange control measures. A five tier order of 
preference for obtaining foreign exchange for imports was implemented in 
1982. Petroleum heads the list and consumer goods are at the bottom. 
Foreign debt obligations must be registered, but repayments receive top 
preference. Also, exporters must document the repatriation of their foreign 
earnings, and there are limitations on foreign currency available for 
travellers. Administrative backlogs and scarce foreign exchange 
availability has slowed down imports further in 1983 with delays rangiug 
from 30 to 180 days. The private sector and Central Bank recently reached 
an agreement to try to shorten the process and make it more predictable. 


3. PUBLIC FINANCE 


Public finance continues as the central economic problem in Honduras. 
Budgetary problems in 1982 can be traced to a sharp decline in current 
revenues which in turn reflect the large drop off in foreign trade 
transactions -- the principal source of government tax income. Another 
factor has been inefficiencies in the tax collection administration. The 
resultant 1982 fiscal deficit reached $227 million. Although this amount 





exceeded the programmed deficit by only $6 million, the financing mix 
between internal and external sources was far off target. Central Bank 
credit, covered $91.8 million of the gap; external sources, mainly 
concessionary loans from international financial institutions, financed 
$144.2 million. The budget deficit continues to be critical in 1983. 


The consequences of the 1982 budget deficit were several fold: First, the 
GOH reduced its capital expenditures to pay for current expenditures. Asa 
result both public sector investment and capital inflows declined sharply. 
Second, diversion of available credit expansion money to finance the deficit 
lessened the amount available to the private sector. Third, the growth in 
Central Bank holdings of GOH debt has weakened the country's monetary base 
and threatened the stability of the Lempira. Finally, excessive Central 
Bank credit to cover the deficit delayed the February drawing from the IMF 
Stand-by; it was subsequently covered through a special bond issue. 


The Suazo administration is endeavoring to put the budget back in balance. 
In July 1982 new luxury and import surcharge tax increases were imposed, 
particularly on luxury items. This followed a hike in the sales tax from 3 
to 5 percent in early 1982. Also, the GOH held the line on expenditure 
growth. 


The Suazo regime regards working with the IMF as the cornerstone of its 
economic policy. The GOH entered into a Stand-By arrangement with the IMF 
in November 1982. The arrangement aims for the restoration of equilibrium 
in the fiscal and balance of payments accounts by the end of 1983 through 
applying fiscal and monetary policies that reflect the contracted state of 
the economy. Over its 13 month life the Stand-By will provide up to $112 
million. The U.S. Government chipped in $35 million in Economic Support 
Funds under the Caribbean Basin Initiative supplemental appropriation last 
September, and followed up this April with an additional $3 million from the 
‘same program, to reinforce the Stand-By. 


Over the last decade the GOH has played an expanding role in the management 
and development of the Honduran economy. It has agressively pursued a debt 
led strategy, mobilizing domestic and international financing to achieve 
economic growth and diversification. By January 1983, public sector debt 
including loan guarantees to autonomous institutions and certain private 
sector entities had grown to $1.518 billion; little new external debt was 
contracted in 1982. Most of this sum has been borrowed from international 
financial institutions on highly concessionary terms for development 
projects. However, about a quarter of the total is at commercial rates, 
mostly held by CONADI or other state enterprises. This portion of the debt 
has now become troublesome. As the state enterprises have been unable to 
meet their commitments, the debt has reverted to the Central Government 
putting added pressure on the budget. Also, a number of private ventures 
have received loan guarantees through CONADI and other state agencies. Many 
of these obligations are now also falling to the GOH for payment adding to 
its stated debt burden. Preliminary agreement has been reached between the 
GOH and its foreign creditors on the rescheduling of $121 million. Payments 
on the balance of public sector external debt are current. President Suazo 
has stated that the GOH will pay every last cent of its debt. 





Present long range development plans call for significant investments in 
infrastructure, including transportation, communications and alternate 
sources of energy, as well as education, health care and agrarian reforn. 

At the heart of this effort are the El Cajon hydroelectric project and the 
Olancho Paper and Pulp complex. Financing for £1 Cajon, which will cost 
more than $683 million, is at very concessionary terms and has been spread 
among a broad spectrum of multilateral and bilateral lenders led by the 
World Bank and Inter-American Development Bank. The venture consists of 
construction of a 300 megawatt dam with room for later expansion. After its 
completion in 1986, it should significantly limit use of fossil fuels for 
electrical generation. The project is moving along, more or less, on 
schedule. The $200 million Olancho Paper and Pulp complex aims at 
developing an untapped 6,000 square mile forest reserve in the Department of 
Olancho. A large sawmill at Bonito Oriental was inaugurated in May 1983, 
but is operating far below capacity. The GOH is rethinking implementing the 
remaining elements of the project. A highway linking Puerto Castilla with 
San Esteban, 65 miles into the interior, was completed last year. Work has 
resumed on a scaled down version of the new port at Puerto Castilla. A 
dispute which resulted in an arbitral award to the contractor by the 
Inter-American Commercial Arbitration Commission was amicably settled early 
this year. Other major projects coming on stream were the smaller El 
Nispero hydroelectric project, completed in 1982 but currently undergoing 
expansionary work, and the rural electrification of the Aguan Valley. 
Despite budget limitations, some new highway construction has been initiated. 


4. AGRICULTURE 


Agriculture is the mainstay of the Honduran economy, accounting for 25 
percent of GDP. 1982 saw marginal agricultural growth -- 1.1 percent in 
real terms -- mainly as a result of a bumper basic grains crop. 
Agricultural exports -- at least three fourths of the total -- were off 11 
percent. 


Banana production rose 4.3 percent from 42.2 million to 44.1 million boxes 
in 1982. Coffee production was up, but earnings were off for the second 
year in a row as world prices were down sharply. Moreover, Honduras’ 
International Coffee Organization quota was cut from 960,000 sixty kilogram 
bags for 1981/82 to 772,050 bags for 1982/83. This portends a further 
decline in earnings for 1983, and massive stocks by the end of the year. 
Coffee rust during the crop year 1982/83 is estimated to have spread to 
about 25 percent of the coffee producing area in Honduras, although to date 
it has had little effect upon production. Meat exports were down sharply in 
volume (32.5 percent) and value (25.5 percent) as a result of weak demand in 
the United States -- Honduras' principal market. Despite an increase of 
13.5 percent in the volume of sugar exports, earnings fell 47.3 percent due 
to extremely low world prices. The sugar industry here also suffers 
ctippling debt service costs. The GOH guarantees the producers a high 
domestic price ($25 per 1b.) and offers other subsidies to keep them 

afloat. Cotton continued its decline since the record crop of 1978, 
suffering from a lack of financing, competition for cropland, and low world 
prices. Although experiencing. a drop off due to disease last year, tobacco 
continues to be a dynamic sector for growth of employment and income. 





In the last two years Honduras has switched from being a net importer to a 
marginal net exporter of corn and beans. Corn, beans, and sorghum were 
bumper crops in 1982 and rice production has also increased. Attractive 
support prices are the principal reason behind the upsurge. Although 1983 
production of these crops may not reach 1982 levels due to unusually dry 
weather in the first five months of the year, production levels are expected 
to meet domestic demand. Output of beef, pork, poultry, eggs and milk rose 
in 1982, stimulated by the lifting of price controls in late 1981. However, 
Honduras still imports most of its milk. Wheat imports continue at about 
80,000 metric tons; in fiscal year 1982 Honduras imported approximately 
46,600 metric tons from the United States on concessionary terms through 
Public Law No. 480. Higher P.L. 480 levels covering 100 percent of imports 
are being offered in 1983. 


A U.S. Presidential Agricultural Mission visited Honduras in October 1982. 

A number of economic and agricultural policy recommendations came out of the 
Mission's report which was presented to President Suazo by President Reagan 
during his visit last December. The GOH currently is actively engaged in 
implementing a number of the recommendations, most notably in forestry. 


5. MANUFACTURING 


The manufacturing sector, the second largest (15 percent of GDP), is having 
its difficulties along with the rest of the economy. Real growth during 1982 
was minus 1.3 percent compared with plus 1.7 percent in 1981 and plus 7.9 
percent in 1980. Nominal growth was 10.4 percent. In the illustrative 
categories listed in the Central Bank's Economic Indicators publication, two 
categories -- sugar refining and cigarettes -- registered increases of 10 
and 6 percent respectively. However, most other categories showed 

declines: cement 12 percent, textiles 37 percent, beverages 15 percent, and 
construction materials 9 percent. Food processing, pharmaceuticals, 
woodworking, metal furniture, cosmetics, textiles, and apparel are sectors 
experiencing small growth. Industrial use of electricity and water were off 
slightly. The GOH Ministry of Labor reported the layoff of 4,402 workers 
for periods of up to 120 days, in many cases because of a lack of raw 
materials. A 24 percent dropoff in exports to Central America, following a 
22 percent decline in 1981, particularly hurt industry. Although regional 
trade is small in terms of the total, it is an important market for the 
industrial sector. Formation of new enterprises is off due in large part to 
the scarcity and cost of investment capital and lack of markets. Informed 
observers note that local manufacturers continue to make some investmerts in 
production equipment but only on a small scale. In some cases, local 
entrepreneurs are moving into light industry to locally produce items that 
cannot be imported because of the scarcity of foreign exchange. 


Government entities such as FONDEI (World Bank Industrial Development 
Fund), INA (Agrarian Reform Institute), COHDEFOR (National Forestry 
Corporation) and CORFINO (the mixed enterprise developing the Olancho forest 
reserve) continue to foster development. Because of its financial problems, 
CONADI has been inactive since late 1981. Following the signing of a peace 
treaty with El Salvador in December 1981, Salvadoran capital has appeared in 
several investments in Honduras, i.e. agrochemicals, fiber glass furniture, 





normally would have taken place. The constitutional government of President 
Roberto Suazo Cordova is placing a high priority on the implementation of 
public works projects even in the face of scarce budget resources. These 
offer opportunities for furnishing capital equipment and for construction 
and technical assistance services. The Honduran agricultural sector has 
traditionally been a major market for U.S suppliers, and as it increases in 
sophistication and variety, it is ever more receptive to a wider range of 
equipment and materials. 


MARKET OVERVIEW: Commercial activity slowed with the onset of a world 
recession, and the domestic credit crunch and has yet to emerge from its 
malaise. Expectations for significant real growth before 1984 are slim. The 
gradual tightening of exchange controls and the tilt of the priority system 
for allocating foreign exchange towards raw materials and capital goods, 
will affect import markets for many consumer items. The underlying demand 
for sophisticated U.S. products, both industrial and consumer, remains 
strong but economic conditions mitigate against substantial growth in the 
U.S. market share in the near future. The high cost of borrowing and 
limited markets have placed many local companies on the border of 
bankruptcy. However, relatively few have actually failed because the 
domestic banking system and other creditors have made significant efforts to 
avoid defaults. A key factor in this situation is the routine practice of 
local firms operating with a lean capital base and relying heavily on 
short-term debt for trade financing and working capital. The extended 
period of high worldwide interest rates and cutbacks in lending level 
exposure in Central America by international commercial banks have 
exacerbated this situation. 


MAJOR PROJECTS: As indicated by the list of major projects on the last 
page, procurement by government agencies, autonomous institutions, and state 
corporations continue to offer significant opportunities to U.S. suppliers 
and contractors. However, as financing is the key concern to Honduras, 
whether U.S. government agencies can offer bilateral financing for major 
projects is critical to the ability of U.S. firms to participate in projects 
not financed by international institutions. The short lead time between 
announcement and closing of bids, plus the tendency to divide them up into 
small lots, make it imperative for American firms to have a good local agent 
to represent them. 


COMPETITION: Despite the market dominance by the United States, formidable 
competiton in certain market sectors is growing from third countries, 
particularly Japan, Western European countries, and a number of Latin 
American nations. Third country contractors and suppliers are very active 
in pursuit of public works contracts. Even though reciprocal trade 
agreements with other Central American countries reduce tariffs on certain 
items, the greater quality and frequently more favorable prices enable U.S. 
suppliers to be competitive. As regionally produced items tend to be of 
lower quality, U.S., Japanese or European imports are often the preferred 
choice if style, performance and quality are the deciding factors. In 
public bids, where supplier credits are critical to success, U.S. firms have 
been largely excluded due to the very soft terms offered by third countries, 
which often mix export credit with aid. The EXIMBANK has continued funding 





and food processing. Formal trade relations with El Salvador, which would 
open a new market for some Honduran industries, have progressed slowly. 
Although the installation of a freely elected civilian government in January 
1982 brought increased investor confidence, high interest rates, tight 
capital, currency restrictions, and political uncertainty, have buffetted 
many businessmen who are unable to initiate new investment. 


The most notable large scale industrial investment underway in recent years 
has been in the cement industry. However, Cementos de Honduras, a private 
venture backed by GOH guarantees, is struggling to complete its major 
expansion of production capacity at the same time that INCEHSA, a CONADI 
investment, has come on line. For much of 1982 Cementos de Honduras 
remained idle and has only recently regained a low level of production. 
Even with the exceptional demand for cement resulting from building El 
Cajon, Honduras is expected to have uncompetitive excess production for 
export. As is the case with sugar, the GOH supports the domestic industry 
by setting a relatively high floor price for each bag sold. Cigars, 
apparel, and woodworking are non-traditional sectors whose outlook remains 
strong. Taking advantage of the drawback provisions of Section 807 of the 
U.S. Tariff Schedule, three apparel assembly plants are in operation in 
Honduras, but a fourth closed its doors recently. The Industrial Free Zone 
at Puerto Cortes has a few of this type of occupant; ample space is still 
available there. 


After a good year in 1981, retail merchants reported poor sales in 1982, 
continuing through the first half of 1983. The decline in the importation 
of consumer goods since foreign exchange controls were imposed by the GOH in 
May 1982 has been severe and inventories remain low. 


6. ECONOMIC OUTLOOK 


The outlook for an improved economic picture in Honduras is not good. Real 
GDP growth is expected to be flat once again or slightly negative. Exports 
and imports, which together are the engines of the economy, are projected to 
remain at 1982 levels in nominal terms. Prospects for Honduras' important 
export crops remains somber with coffee, meat, and sugar, continuing to face 
depressed market conditions. While banana prices are substantially higher 
in 1983, volume of exports will be lower due to the blowdown in March. 
Lumber and metals are expected to recover somewhat as recovery from the 
world recession reaches stride. Trade with the other Central American 
countries is currently stagnant with slim hope for improvement. 


Capital inflows, especially in the form of development project spending, are 
not expected to improve substantially this year. The public sector has 
received the bulk of this financing of late. The credit and investment 
situation is not improving. Loan money generated from internal sources is 
available but continues to be expensive. Credit from abroad has almost 
completely dried up. However, there could also be modest gains in private 
sector external funding late this year, particularly since the situation 
could hardly get worse. Additionally, the completion of a second Stand-By 
arrangement with the IMF, the rescheduling of the public sector external 
debt and the expected settlement with the foreign creditors of the Banco 





Financiera should help restore confidence in Honduras among international 
bankers. Also, the GOH has begun taking full advantage of the 
Mexicin/Venezuelan Petroleum Facility, providing some balance of payments 
relief, and projects at least $15 million in savings lower international 
prices. Although the Suazo Administration handled such terrorist events as 
the hijacking of a SAHSA airliner in May 1982 and the hostage-taking of the 
San Pedro Sula Chamber of Commerce in September 1982, with consumate cool 
and broad public support, news of such happenings has discouraged 
international lenders and investors. Regional political turmoil in Central 
America has also taken its toll. 


The return to fully constitutional rule with the inauguration of President 
Roberto Suazo Cordova in January 1982 has strengthened business confidence. 
Suazo stated early on that returning the economy to a sound footing is a top 
priority. He also has indicated that he regards the private sector as the 
primary channel of development and that his regime will do everything it can 
to encourage investment domestic and foreign. In 1982 disincentives were 
removed from the mining code and this year Bilateral Investment Treaty 
negotiations with the U.S. were initiated and a new export incentives law is 
being drawn up. However, in view of the scarcity of foreign exchange, high 
interest rates and poor world market conditions for Honduran exports, it is 
difficult to convert this positive climate into tangible achievements. 


Some improvement may begin in late 1983 as the United States and Western 
Europe pull farther out of the 1981/82 recession, sugar income improves, 
initial reaction to the CBI trade provisions is felt, extraordinary foreign 
assistance is pumped into the economy, and some commercial bank lines of 
credit are renewed. 


The United States is strongly supporting Honduras’ efforts to achieve 
economic growth and social justice within a democratic framework. Honduras 
is one of the designee countries for the Caribbean Basin Initiative recently 
passed by Congress. Under the CBI, Honduras has already received $38 
million in fiscal year Economic Support Funds which now has started to reach 
the private sector to increase production. An additional $15 million in ESF 
is being programmed this year. An additional $30 million is under 
congressional consideration. This is in addition to the $47.7 million in 
new foreign assistance commitments to be made in Fiscal Year 1983. 
Additionally the CBI will open a number of new investment opportunities. 


IMPLICATIONS FOR U.S. BUSINESS 


SUMMARY: The slowdown in the Honduran economy, the lack of external 
commercial lines of credit, and restrictions on imports and foreign exchange 
limit the opportunities for U.S. export growth in the near future. Even 
though the outlook is brightened by the completed IMF Stand-by agreement, 
prospects for early improvement in the economic situation are bleak. 
Nonetheless, investment opportunities continue to appear and, due in part to 
the lack of foreign exchange, there are many opportunities for joint 
ventures. The inclusion of Honduras within the Caribbean Basin Initiative, 
particularly the 12 year one-way free trade zone proposal, is being met with 
enthusiasm here and should attract new investment above and beyond what 
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modest sized private sector transactions; there is currently a hold on 
public sector financing due to payment arranges. In addition to financing, 
competitive pricing is, as always, a key consideration. The GOH is 
generally a least-cost buyer. 


HOST GOVERNMENT POLICY: GOH policy is to maintain an open door to foreign 
investment. Four of the five largest corporations in Honduras are U.S. 
owned. Foreign capital is given the same treatment and protection as 
domestic capital. In January, the GOH initiated negotiaton of a Bilateral 
Investment Treaty with the United States. Recently, however, foreign 
exchange has become a scarce commodity subject to rules for allocation. 
Current controls require licensing for imports and full return of export 
earnings; limits on foreign exchange for small transactions and 
international travel have been imposed as a temporary measure. Prior 
deposits for imports are generally required by commercial banks; for a short 
period they were required by the Central Bank. The series of exchange 
controls instituted since 1980 has caused some delays on the repatriation of 
profits, dividends, interest and capital but the flow continues. Firms in 
the distribution or lumber business must have 51 percent Honduran 

ownership. Construction firms must have a Honduran partner as no foreign 
firm is known to have successfully registered with the College of 

Engineers. In recent years, Honduras has attracted new foreign investment 
in petroleum exploration, mining, pharmaceuticals, wood products, tourism, 
pineapples, shrimp farming, metal working, and apparel. This open door 
policy is at times frustrated by the lack of coordination and by conflicting 
goals among relevant government agencies. In response to the opportuntiies 
offered by the Caribbean Basin Initiative, the GOH is establishing a 
one-stop office to alleviate this problem. Honduran law requires that 
government procurement, and other special transactions, be done through 
Honduran distributors or agents. 


The GOH offers duty free import of materials and equipment for varying 
periods of time to firms qualifying under the Industrial Incentive Law. 
Additionally, the Free Zone located at Puerto Cortes offers basic facilities 
to export-oriented manufacturers at local wage rates. Also, a new export 
incentives law is being drawn up. The Free Zone is actively seeking 
factories for already completed buildings, especially operations that would 
be labor intensive. While rather small and undercapitalized by 
international standards, Honduran manufacturers are typically very 
aggressive in their desire to affiliate with foreign partners in joint 
ventures and licensing arrangements. The current shortage in the 
availability of foreign exchange and the difficulties in securing external 
financial backing makes the climate today for joint ventures/licensing 
particularly attractive. 
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MAJOR DEVELOPMENT PROJECTS IN HONDURAS 


COST FOREIGN PERCENT 
($ Millions) FINANCING COMPLETE 


PROJECT 


IMPLEMENTATION STAGE 


El Cajon Hydroelectric (ENEE) 683 IBRD, IDB, CABEI, 
OPEC, Japan 
Aguan Valley Rural Electrification (ENEE) 13 AID 
Petroleum Exploration (Min. Natural Resources) 3 IBRD 
Olancho Pulp and Paper Project (COHDEFOR) 190 IBRD, VIF 
Bonito Oriental & La Union Sawmills (CORFINO) 5 IBRD, VIF 
Puerto Castilla Port (ENP) 6 RD 
Aguan Valley Palm Oil Plants (CONADI), (INA) Nether lands 
Puerto Cortes Free Trade Zone (ENP) 1 RD 
Puerto Cortes Container Crane (ENP) 
Puerto Cortes, La Ceiba, El Progreso 
Water Systems (SANAA) 
Rural Aqueducts (SANAA) 
Degpeserey= Water System (SANAA) 
Te 5 ye Tegucigalpa North (HONDUTEL) 
Telephones (HONDUTEL) 
San Esteban-Puerto. Castilla Hwy. (SECOPT) 5 
Tegucigalpa-Jicaro Galan Hwy Rebuilding (SECOPT) 
La Ceibita-Sta. Barbara-Taulabe Road 
El Progreso-Yoro Hwy. Rebuilding (SECOPT) 
La Ceiba-Jutiapa Hwy. (SECOPT) 
Highways VIII - Rural Roads (SECOPT) 
Access Roads, Construction and Improvement 
Secondary Roads 3 
ek hag Hospitals/Health Centers (Min. Health) IDB 
Hospital-San Pedro Sula 1 
IHMA Grain Silos CABEI 
Pharmo-Quimico-Omega Pharmaceuticals (CONADI) 
Conpacasa Box Plant (CONADI) 
Low-Cost Housing (FINAVI) CABEI, AID 
Housing (INVA) CABEI, AID 
Comayagua Forestry Development (COHDEFOR) IDB 
Guayape Reg. Dev. (Ministry of Nat. Resources) IBRD, IDB 
West Region Rural Development Program - PRODERO 20 IDB 


Rura 


NEAR BID STAGE FOR ENGINEERING OR CONSTRUCTION 


Agalteca Iron & Steel Plant 

Satellite Earth Station (HONDUTEL) 

El Porvenir-Sul-Yoro-Olanchito Rd. (SECOPT) 
COCESNA Regional eee System 

Puerto Cortes Bulk (Liquid/Solid) Terminal (ENP) 
San Pedro Sula Social Security Hospital 


PLANNING STAGE 


Tannery (CONADI) 

Slaked Lime Plant (CONADI) 

Guatemala-Honduras Power Grid (ENEE) 

Gracias-Esperanza-Siguatepeque Hwy. (SECOPT) 

Highways VIII - Rural. Roads (SECOPT) 

Danli-St. Maria Road (SECOPT) 

La Ceiba, Juticalpa, Santa Rosa de Copan 
Regional Hospitals (Min. of Health) 


Key to Acronyms: 


SECOPT - Ministry of Transportation, HONDUTEL - National Telephone Co. 
Public Works and Communications COCESNA - Central American Air 
ENEE - National Electric Company Navigation Corporation 

CONADI- National Industrial Development 

Corporation CABEI - Central American Bank for 
FINAVI - Housing Finance eeeesn ten Economic Integration 

INVA - National Housing Institute IBRD - World Bank 

INA - Agrarian Reform Institute IFC - International Finance Corp. 
ENP - National Port et IDB - Inter-American Developmen 
IHMA - National Grain Marketing Bank ; 

Institute UNDP - United Nations Development 
SANAA - National Water Company Program 

CORFINO - Olancho Forestry VIF - Venezuelan Investment Fund 
Development Corporation 


* U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:568 
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